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EXECUTIVE OFFICE OF THE PRESIDENT -

OFFICE OF MANAGEMENT AND BUDG/E%/ ;

January 4, .1-977 | 0.46—7/'5/01;‘

TO:

SUBJECT :

WASHINGTON, D.C. 20503

LEGISLATIVE REFERRAI MEMORANDUM

Legislative Liaison. Officer

Civil Service

Department
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Department
Department
Department
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Commission '’

Defense

Health, Education, and Welfare

Labor

the Treasury

State

Central Intelligence Agencyl~"
District of Columbia Government
Administrative-Offige of the U.S5. Courts

Draft Administration proposal that cost-of-
living adjustments under Federal. employee

(military and civilian) retirement and disability

programs be indexed in the same manner as social

security.

The Office of Management and Budget requests the views of
your agency on the above subject before advising on its
relationship to the program of the President, in accordance
with OMB Circular A-19. ' o

A reépoﬁse to this request for your views is needed
no later than C.0.B. January 23, 1978.

Questions should be.referred to Barbara Torrey (395-4547) or t»

TPhoebe Felk (395-4702
the legislative analyst in-this office.
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Specifications for a Draft Administration Propoéal
to make the Cost-of-Living Adjustment for Federal
Retirement and Disability Benefits the Same as the
Social Security System's Cost-of-Living Adjustment
Proposal: That Federal employees (military and
civilian) retirement and disability programs linked to

the Consumer Price Index (CPI) be .indexed ih‘the_same

manner as social security. -

[
!

Virtually all Federal retirement and disability

programs provide for automatic cost-of-living increases
i i

to maintain the purchasing power of benefit payments.
Most such programs, including civil ser&iée and
military retirement, haQe two cost-of-living increases
each year, while social security‘and railroad retire-
ment have only one.

Federal retirement and disability programs should

. be treated consistently when there is no extenuating

circumstance that justifies an exception. The
principle of consistency, however, could be appliéd
in two directions; making the adjustment for Federal

retirees similar to social security and railroad

- retirement or the reverse.

Three arguments, in addition to the budgetary
savings, would support shifting to an annual increase

for all retirement programs:
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== Comparability indreases in‘pay for active Federal
employees, which implicitly.include a cost—df—living
component, are limited to only once per year.

+ == Automatic increases in pfivate and State and local
pensions, to the extent,éuch.inereases occur,. are generally
‘limited to only ance per year.

—— The.civil service retirement system and the social
security system are both underfunded; if a uniform system of
indexation is desired, it should reduce this funding probleun,
not increase it. . » |

Ultimately, it is dlfflcult for Federal employees to
justify why they should be treated more generous]y than Lhe

rest of the-populatlon.

Affected Programs
Civil Service
Military

Foreign Service
CIA and
Federal Employees' Compensation Act

The Proposed Cost-of-Living Adjustment

\
The following- 1s a descrlptlon of how the propo sed

.~

cost-of-living adjustment would work:
—— Benefits would be increased whenever the average CP)
in the first quarter of the calendar year (the computation

" quarter) exceeds the average CPI in the first quarter of the

-
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previous calendar year (the base quarte;) bynat least 3%.
The benefit increase wdulduequal.the percentage increase in
the CPI over this perlod.

-- The benefit 1ncrease would be effective June 1 and

.payable July 1 of the same year as the computation quarter.

-- If the Congress were to enact-a. general (i.e., non-
CPI) increase in beneffts, the effective date of the legis-—
latlve increase would become the base quarter. There can be

no subsequent computatlon quarter in any calendar year in

~ which a general benefit 1ncrease is enacted or becomes

!

" effective.

i
The Transition from the Present System
? to the Proposed System

The aséumed effective date for this proposal would be
the June 1, 1979, benefit increaSe}

gThé Federal retirement and disability prbgrams will
make their scheduled cost-of-1living adjuétment,,effective
in‘Maréh of 1979. -(FECA has a different adjustment mechanism
and therefore is treated separately below.) The March 1979
increase will be'based'on the CPI‘increase'from July 1978 to
December 1978. ‘

The June 1979 adjustment for Federal retirees will be
equal to the increase in the CPI from Décember 1978 (the
last base period under the éemi—annual adjustment mechanism)
to the first guarter of calendar yeaxr 1979. Subsequent June
increases will be based on the existing social security

formula specified earlier.
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i
Table 1 contains the‘current CPI aséumstions. Table 2
--Provides examples of the cost-of-living adjdstments for the . .. ..
Federal employee (civilian and military) retirement and
disability programs, using the cufrent economic assumptionec,
~under both present law and.the'proposed changé in law.
The Transition from the Present System

- to_the Proposed System for +he
Federal Employees' Compensation Act

The assumed effective date for this proposal would be
the June 1, 1979, benefit increase.

The Federal Employée Compensatién program (FECA) will
make its scheduled cost-of-living adjustment, effective'in
January of 1979. The Janﬁary 1979 increaéé will be based cn
the CPI increase from April 1978 to December 1978.

The June 1979 adjustment for FECA recipients will be
equal to the increase in the CPI from December 19278 (tbe
last base period under the semi-annual adjustment mechanismi
to the first quarter of calendar year 1979. Subsequent Jun
‘ incréasés wili be based on the existing social security
formula specified earlier.

‘Table 3 is an example of the Cost-of-living adjustmentc
for the FECA program\psing\énrrent economic assumptions uncéer

both the current and prgposedmlaw.

>
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QUARTERLY CPI
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Decenber 22, 1977
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Military and Civil
Service Retirement
(effective date)
_ Social Current ! Proposed
RS L BRI Security 1/ _ Law S Law

January......ceeee.. :
March.......... cene h.8% ' 4.8%

- .Jiuly. .’ ..... - c ------ 54’-'9%'} e T N Y . N . .
-+ Séeptember......... PRI DFS S DRI S 403

1978 .
January...... secens : ' ,
March....... enes e 2.5
July........ sasesns 6.2 '
September......... . ' 2.9

1979
January............ . :
March......... seena . 3.1 '
July..coenon.. henen 6.1 6.1
" September.......... o e 2.9 '

1980

dJanuary............ -
March....... P 3.0
JUly..viiiinennenn. 5.9 . .
September.......... o o 2.7

1981
Januvary....... sesen - - :
March....ovvvenenn. 2.7
July....... e reeans 5.4 , 5.4
September.......... . 2.4

1982

January............ . B
Mareh............. . - 2.5
July........... e k.9 . . h.9
September....... fea T~ _ . 2.2

1 9 8 3 \\,\\\ . T
January......ee.e... ST :
Mareh......o.0u.... - 2.2
July......oonvnunn.. ) L.y 4.y

on
owum

5.9

1/ Effective date is June of each year.

b
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TABLE 3 . § L.

Cost-onLiving Increases for FECA

(%) ‘ (%)

"Current . Proposed
Effective Date - _Law " Law
July 1977 , 4.9 -
May 1978 - 4.3 4.3
January 1979 4.2 : 4.21/
June 1979 -= : 0.8
October 1979 - 4.5 , -
June 1980 - - , 5.9
July 1980 . 4.1 , ’ -
June 1981 . — - 5.4
May 19281 4.3 -
June 1982 - 4.9
February 1982 : 3.6 : o -
June 1983 o - : 4.4

December 1982 ' 4.1 , -

1/ 1In CPI from December 1978 to first quarter of CY 1979.
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